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W. Ronald Walton
AICPA Staff
Alan Anderson, Senior Vice President,
Technical Services
Julie Anne Dilley, Technical Manager, Audit
and Attest Standards
Mary Foelster, Technical Manager,
Professional Standards and Services
Kim M. Gibson, Technical Manager, Audit and
Attest Standards
Ian MacKay, Director, Professional Standards
and Services-Washington
Thomas Ray, Director, Audit and Attest
Standards
Judith M. Sherinsky, Technical Manager,
Audit and Attest Standards
A. Louise Williamson, Technical Manager,
Audit and Attest Standards

(FILE 1220)
Edmund R. Noonan, Auditing Standards Board Chair, reported
the following matters:
A. Audit Issues Task Force (AITF) Meeting, February 19,
1997
The AITF met on February 19, 1997 in New York and discussed
the following:
Report of The Impact of Electronic Transmission on
Financial Statements and The Accountants' Report Task
Force
J. Louis Matherne, AICPA Director, Information Technology,
presented a draft report with recommendations of The Impact
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of Electronic Transmission on Financial Statements and The
Accountants Report Task Force (task force). The task force was
charged to assess the impact of information technology on
financial data and the accountants' reporting responsibility and
report the findings to ARSC, the AITF, and other appropriate
AICPA bodies.
The task force previously had presented to the AITF its findings
regarding financial statement dissemination over the Internet
and the year 2000 problem as it impacts the auditor. The ASB
created the Electronic Dissemination of Audited Financial
Information Task Force to address the former issue. A joint
task force with the Canadian Institute of Chartered Accountants
has been formed to address the year 2000 matter.
The task force also has identified many technology impacts
with more immediate relevance to practitioners that it feels
should be communicated to the AICPA membership on a
continual basis. The task force concluded that The CPA Letter
and the Journal of Accountancy are appropriate vehicles for this
communication, and channels have been established to make
technology impact issues a regular feature of these
publications.
The task force has recommended that the AICPA create a
standing committee to monitor and facilitate these
communications to assure their timeliness and relevancy to the
profession. The recommendation is supported by the
Management of an Accounting Practice Committee, the Small
Firm Advocacy Committee, and the Accounting and Review
Services Committee, but none of these committees wish to
take ownership of this responsibility.
The task force asked the AITF to consider the appropriateness
of the recommendation and to provide direction on how to
proceed.
AITF members concluded that creating another committee
would not be the best way to facilitate ongoing timely
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communication of technology impact issues to the membership.
It was felt that an AICPA staff person, perhaps from
Information Technology, could take oversight responsibility for
this effort and liaise with existing committees, including the
ASB's Computer Auditing Subcommittee (CAS), ARSC, and
others as needed, to ascertain the relevancy of intended
communications to the membership.
Other issues arose during the discussion regarding the
perceived lack of technology impact guidance that is relevant to
small practitioners. The AITF suggested the following
possibilities to address this concern:
z
z
z

ARSC could consider creating its own CAS
ARSC could consider appointing a standing representative
to the ASB's CAS
ITEC could draft specific proposals to CAS that focus on
issues relevant to small practitioners

Insurance Marketplace Standards Association (IMSA)
Ethical Market Conduct Reporting
Representatives of the AICPA's Insurance Companies
Committee (the Committee) and J. Eric Nicely of the ASB
Technical Audit Advisers Task Force led a discussion on the
draft report proposed by IMSA on engagements by independent
assessors to examine management's assertion that the
responses to the Ethical Market Conduct Questionnaire (the
Questionnaire) developed by the American Council of Life
Insurance (ACLI) are based on policies and procedures in place
as of the report date. Upon AITF approval of the report
language, the Committee will begin to develop a Statement of
Position with guidance for practitioners reporting on these
engagements. The following Committee representatives
participated in the discussion:
z
z
z

Deborah D. Lambert, Member (via conference call)
Patrick Shouvlin, Member
Elaine Lehnert, AICPA Staff Aide to the Insurance
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Companies Committee
IMSA's draft report must be signed by an independent assessor
who might be a CPA, an attorney, an actuary or an
independent consultant. The proposed IMSA report provides
that the "examination was made in accordance with the criteria
set forth in the IMSA Assessment Handbook and with the
standards, if applicable, established by any professional
organization to which we belong".
The task force discussion centered on whether the differences
between the proposed IMSA report and the AICPA report based
on AT sec. 100 were fatal to framing this as an attest
engagement. Although the task force generally did not object
to the inclusion of IMSA criteria in the statement above,
Edmund R. Noonan, AITF Chair, strongly felt that IMSA must
allow CPAs to reference the AICPA standards first in order for
this to qualify as an attestation engagement. He stated that the
attestation standards have as their underpinnings the
requirement of independence as interpreted in the Code of
Professional Conduct. It is unclear what "independence" might
mean to other independent assessors. P. Shouvlin will approach
IMSA regarding the ordering of the language for CPA
practitioners, and report back to the task force.
Other differences between the proposed IMSA report and the
AICPA attestation report are more easily reconcilable. The IMSA
report opines on policies and procedures in place as of the
report date, whereas the AICPA report is dated at the end of
fieldwork and opines on policies and procedures in place as of a
point in time prior to the report date. The task force believed
that IMSA would accept an "in place as of" date that is prior to
the report date, but the matter needs to be clarified.
The IMSA report is addressed both to IMSA and to the client's
Board of Directors, which the task force concluded can be done.
Finally, the IMSA draft report is signed by an accredited
independent assessor, and the report is titled "Independent
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Assessor Report". The task force felt that the report should be
titled "Independent Attestation Report". The task force also felt
that both a firm signature and an individual signature could be
included if the accredited independent assessor is a CPA who
can sign on behalf of the firm. If the accredited independent
assessor is not a CPA, or is not permitted to sign individually
because of firm policy even if he or she is a CPA, other
possibilities might be explored with IMSA. For example, the
name of the assessor could be printed below the signature of
the firm, and the report language could reference the
requirement for involvement of an accredited assessor in
accordance with IMSA criteria. An affidavit from the accredited
assessor also could be attached to the independent attestation
report.
Other Insurance-Related Matters
z

z

The State of New York Insurance Department (the
Department) has issued a regulation requiring mutual
insurance companies domiciled in the state of New York
that issue GAAP financial statements to include in bold
print on the first page of the financial statements a
statement to the effect that the Department recognizes
only statutory accounting practices for determining and
reporting on insurance companies. The task force
concluded that if the Department has the authority to
control the dissemination of insurers' financial
statements, similar to the SEC's authority to control
dissemination of public company financial statements,
and these financial statements are going to policyholders,
then the requirement must be followed because it is
within the scope of the Department's regulatory
authority. It was felt that a more meaningful disclosure
would be in a footnote that includes a reconciliation
between GAAP and statutory accounting policies.
The Committee has been asked by the National
Association of Insurance Commissioners (NAIC) whether
a CPA can perform an audit on statutory financial
statements taken as a whole and expand the scope to
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include additional procedures required by the NAIC
examiners' handbook, and if so, whether the report
should be modified to indicate that additional procedures
were performed. The task force concluded that there is
no prohibition on expanding the scope paragraph to
reference the additional procedures, but there is no
requirement to do so either.
z

z

A telephone inquiry was received from a member who
performs agreed-upon procedures on internal control
related matters for reinsurance broker clients. The
member asked if the reinsurance brokers could continue
to distribute the agreed-upon procedures reports to their
existing and potential clients, as they had done in the
past, without obtaining the acknowledgments described
in paragraph 38 of SAS No. 75. The task force concluded
that if a general use report is needed, the client could
craft a written assertion with the member's help and the
engagement then could be performed under AT sec. 100.
The task force discussed whether the guidance followed
by a practitioner in paragraph 11.06 and ll.07 of the Audit
and Accounting Guide, Stock Life Insurance Companies,
which gives sample language for an adverse opinion on
the financial statements taken as a whole followed by an
unqualified opinion on certain supplementary information
presented, is no longer permitted because it is a
piecemeal opinion prohibited by SAS No. 2. The task
force tentatively concluded that the guidance in the Audit
and Accounting Guide does constitute a piecemeal
opinion, however, the matter will be further discussed at
the next AITF meeting.

Letter from SECPS Executive Committee Proposing
Amendment to SAS No. 61, Communication with Audit
Committees
Arthur Siegel, Chair of the SECPS Executive Committee
(Committee), discussed the contents of the letter he wrote on
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behalf of the Committee to R. Noonan. Arleen Thomas, AICPA
Vice President--Self-Regulation & SECPS, also participated in
the discussion via conference call.
The letter proposes that the ASB consider expanding the
required communications that auditors make to audit
committees to include the auditor's responsibility to establish a
system of quality control for his or her audit and accounting
practice and the results of the auditor's latest peer review of
that system of quality control. The requirement would be
applicable only to those auditors that have clients that are SEC
registrants.
Among the issues that the ASB would need to consider are:
z

z

z

z

z

the propriety of expanding required communications
beyond the scope and results of the audit (an entity
focus) to auditor qualifications (an external focus) and
further why quality control would necessarily be singled
out over other measures of auditor qualification
whether the letter of comments might then have to be
made available upon the entity's request (as in the GAO
model)
whether the cost of proactively communicating selfregulatory activities outweighs the benefits
what users' expectations regarding quality control are
and whether this proposal would meet those expectations
ramifications of such an amendment for nonmember
firms who have SEC registrant clients

A. Siegel provided some statistics on the number of member
firms in the SECPS, the number of SEC clients both of member
firms and nonmember firms, and the positive results of the
peer review program on audit quality. He stated that the Public
Oversight Board strongly supports this proposal.
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The task force briefly discussed these issues and agreed that
the proposal should be further considered by the ASB's Auditor
Communications Task Force. A. Siegel expressed his willingness
to discuss the proposal again either with the Auditor
Communications Task Force or with the ASB.
Guidance on Commodity Pools and Futures Commission
Merchants
Thomas Ray, AICPA Director, Audit and Attest Standards,
presented a memo prepared by Jane Adams, AICPA Director,
Accounting Standards, requesting the AITF to assess the need
for the publication of an authoritative audit guide, Audits of
Futures Commission Merchants and Commodity Pools. A
proposed Audit and Accounting Guide of the same title already
has been drafted. The Accounting Standards Executive
Committee's Planning Subcommittee recently concluded that
accounting guidance for these entities is already established
obviating the need for a guide. John Lynch, Chair of the
Stockbrokerage Committee, and others feel that there is
nothing available for practitioners in the way of audit guidance
and want to move forward with an Audit Guide.
Task force members could see no reason why the Audit Guide
should not be published. James Gerson, AITF member, will
follow-up with J. Lynch to get a better understanding of the
issues involved. T. Ray and R. Noonan agreed they would
discuss the issues with AcSEC representatives if needed.
AITF members agreed the ASB would support issuance of the
proposed Audit Guide in the customary manner.
Article by Committee on Law and Accounting (the
Committee), American Bar Association Section of
Business Law, titled "On Changing Independent
Auditors", Business Law Today, January/February 1997
The article recommends that public companies insist on the
inclusion in auditors' engagement letters of a clause that in the

http://www.aicpa.org/Professional+Resources/Accounting+and+Auditing/Audit+and+Attest+Standards/Auditing+Standards+B...

3/10/2009

ASB Meeting Minutes, April 22-24, 1997

Page 10 of 29

event the auditor is replaced, the auditor agrees (1) not to
withhold unreasonably consent to inclusion of previously issued
reports in SEC filings or to refuse unreasonably to undertake
additional audit procedures that may be required for consent to
be granted, and (2) to confer unconditionally with, and make
work papers from previous engagements available to, any
successor auditor.
The articles's recommendations are based on statements that
contain factual errors about auditors' responsibilities to provide
access to working papers, and on national firms' policies with
regard to providing access.
John Kilkeary, AITF member, distributed a letter of response
from John Matson, Deputy General Counsel of Ernst & Young
LLP and a member of the Committee, to the Editor of Business
Law Today. The letter points out the factual errors in the article
and questioned why those members of the Committee most
knowledgeable about practices of national accounting firms
were not consulted prior to the publication of the article.
Task force members agreed that T. Ray should discuss the
breakdown in communications with Dan L. Goldwasser, Chair of
the Committee. The matter will be discussed further at the May
liaison meeting with the ABA.
"20/21" Task Force Charge
The task force agreed that the name of the new ASB planning
task force should be changed from A20/21" to "ASB Horizons"
to reflect more clearly the task force's objective to formulate a
strategic plan for the ASB as it moves into the 21st century.
The wording of the proposed charge was modified and the
objective of defining the mission of the ASB was omitted from
the charge because it was felt that too much of the Task
Force's effort might be diverted into finding the "perfect"
expression of the ASB's purpose.
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The task force approved the following wording:
The Task Force is charged to carry out the planning
process envisioned at the Audit Issues Task Force
20/20 Retreat in January 1997. Objectives of the
planning process are to establish the Auditing
Standards Board's goals and objectives, identify its
strategic initiatives for the next several years and
action plans to implement them, and summarize
conclusions in writing. In fulfilling its charge, the
Task Force should remain cognizant of the AICPA's
strategic plan.
B. AITF Meeting, April 17, 1997
The AITF met on April 17, 1997 in New York and discussed the
following:
Ownership, Existence and Valuation Task Force
Luther E. (Tom) Birdzell, chair of the Ownership, Existence and
Valuation Task Force (the Task Force), asked AITF members to
elaborate on their understanding of practice issues in order to
assist the Task Force's presentation to the ASB on the proposed
standards that the Task Force currently is drafting. The matters
discussed included:
z

z

SAS No. 70 Letters-- Bank Trust Departments,
Broker/Dealers and Others
Valuation of Financial Instruments for Which a Ready
Market Does Not Exist

Differentiating Between Attest and Consulting
Engagements
Daniel M. Guy, Vice President, Professional Standards and
Services, led a discussion in which James F. Green, Technical
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Manager, Professional Standards and Services, and Jean M.
Joy, member of the AICPA Banking and Savings Institutions
Committee (the Committee), participated by conference call.
The discussion centered on questions raised by members of the
Committee regarding the applicability of attest or consulting
standards in certain engagements. Among the engagements
discussed were internal audit services, loan reviews and agreed
upon procedures engagements in a regulatory environment.
AITF participants agreed that the distinction between
attestation and consulting services is not always clear, and that
some engagements can be structured either way. D. Guy
suggested that the Banking and Savings Institutions Risk Alert
would be an appropriate forum for a discussion of the flexibility
in crafting services in these types of engagements.
EPS Standard and Consistency Issues
T. Birdzell led a discussion on whether the new method for
calculating earnings per share (EPS) that is required by SFAS
No. 128, Earnings Per Share, requires a consistency reference
in the auditor's report.
The SFAS refers to EPS as a "statistic", and provides no
requirement for disclosure of the retroactive effects. The AITF
requested that AICPA staff confer with the Financial Accounting
Standards Board regarding this. If the new calculation method
is deemed to be a change in accounting principle under APB No.
20, and the effect is material, then the AITF will discuss
whether recognition would be required in the auditor's report
under AU section 420.06.
OCBOA Disclosures
Stephen D. Holton and Judith H. O'Dell, member of the AICPA
Board of Directors, presented a draft of a proposed
interpretation of AU section 623.09 and .10 to clarify the
disclosure requirements for financial statements prepared on an
other comprehensive basis of accounting (OCBOA).

http://www.aicpa.org/Professional+Resources/Accounting+and+Auditing/Audit+and+Attest+Standards/Auditing+Standards+B...

3/10/2009

ASB Meeting Minutes, April 22-24, 1997

Page 13 of 29

The interpretation has been proposed to address the need for
more specific guidance that was expressed in the report
prepared by the Private Companies Practice Section Special
Task Force on Standards Overload (Task Force) that was
chaired by J. O'Dell.
S. Holton and J. O'Dell also mentioned that a nonauthoritative
practice aid prepared by the AICPA would be helpful to
practitioners.
After discussion of the proposed interpretation, the AITF asked
S. Holton to bring a revised draft of the interpretation to the
next AITF meeting in May. The draft interpretation would be
discussed by the AITF and also the Technical Information
Committee (TIC) with whom the AITF is having a liaison
meeting.
Agreed-Upon Procedures
S. Holton presented two proposed interpretations of SAS No.
75, Engagements to Apply Agreed-Upon Procedures to
Elements, Accounts, or Items of a Financial Statement. The
interpretations are being proposed to address
recommendations of the Special Committee on Assurance
Services to provide guidance on the application of SAS No. 75
to historical financial statements, specifically:
z

z

whether SAS No. 75 allows reporting on the results of
applying agreed-upon procedures to specified elements,
accounts or items of a financial statement when the
complete financial statements also are presented
whether the two services illustrated in SAS No. 75--an
extensive set of procedures on a narrow area of the
statements and a limited set of procedures on the full
set--are available

The AITF proposed certain changes to the draft interpretations
and will discuss the revised drafts at the next meeting.
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Year 2000 - The Auditor's Responsibility
T. Birdzell led a discussion on whether the ASB should issue
guidance clearly addressing an auditor's responsibility with
respect to the year 2000 issue. The guidance might be in the
form of an interpretation of existing standards, a new SAS, or
some other form.
AITF members generally agreed that an interpretation linked to
SAS No. 60, Communication of Internal Control Related Matters
Noted in an Audit should be drafted. The interpretation might
be linked to other relevant standards as well. T. Birdzell will
draft an interpretation for the next meeting.
The AITF discussed the possibility of a Practice Alert posted on
the Internet and mailed as an insert to The CPA Letter as
possible vehicles of communication for the interpretation.
Piecemeal Opinions
Elaine Lehnert, Technical Manager, Accounting Standards,
questioned whether the guidance in AU section 544.02 which
states that "An adverse opinion may be accompanied by an
opinion on supplementary data which are presented in
conformity with generally accepted accounting principles"
permits the expression of a piecemeal opinion. The guidance
apparently provided support for paragraphs 11.06 and 11.07 in
the AICPA Industry Audit Guide, Audits of Stock Life Insurance
Companies.
AITF members agreed that the guidance in AU section 544.02
appears in conflict with other auditing guidance that prohibits
piecemeal opinions, for example AU section 508.64 and AU
section 551.10.
The draft of the proposed Audit and Accounting Guide, Life and
Health Insurance Entities, does not illustrate such language,
and AU section 544.02 will be added to the AITF project
inventory for future disposition.

http://www.aicpa.org/Professional+Resources/Accounting+and+Auditing/Audit+and+Attest+Standards/Auditing+Standards+B...

3/10/2009

ASB Meeting Minutes, April 22-24, 1997

Page 15 of 29

SOP 95-4 Matter
E. Lehnert presented a proposed revision of the qualification
letter that appears in SOP 95-4, Letters for State Insurance
Regulators to Comply With the NAIC Model Audit Rule.
Although the NAIC cleared the SOP prior to its issuance,
several states, and also the NAIC, subsequently have raised
issues relating to the paragraph in the letter that addresses
making working papers available for review.
AITF members recommended a change to the proposed
revision of the letter and suggested that the letter be given to
Richard Miller, AICPA General Counsel, for his review.
Assurance Services
Edmund R. (Randy) Noonan, AITF Chair, reported on a meeting
with Alan Anderson, Senior Vice President, Technical Services;
Ronald S. Cohen, Chair, Assurance Services Committee; K.
Casey Bennett, Director, Development of Assurance Services;
and Thomas Ray, Director, Audit and Attest Standards,
regarding how the ASB might interface with task forces of the
Assurance Services Committee. No decisions were reached
other than that the Electronic Commerce Task Force would
present their project to the AITF at the next AITF meeting on
May 14, 1997.
C. Task Force Update
Auditor Communications

Pany/Gibson

Computer Auditing Subcommittee

Holton/Mancino

Electronic Dissemination of Audited Archambault/Gibson
Financial Information
Technical Audit Advisers

Ray

II. Director's Report (File 1221)
Thomas Ray, AICPA Director, Audit and Attest Standards,
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reported the following matters to the ASB:
A. The Year 2000 Problem
The AICPA has organized a cross-functional team led by Arleen
Thomas, AICPA Vice President, Self Regulation and SECPS, to
coordinate efforts of various AICPA teams to address the Year
2000 problem. One objective is to communicate effectively to
all AICPA members the importance of the issue, and to suggest
ways in which AICPA members in public practice can
communicate with their clients about the issue, and ways in
which members in industry can address the problem.
B. Meeting With CICA Staff
T. Ray and Julie Anne Dilley met with Diana Hillier, Director of
Auditing Standards from the Canadian Institute of Chartered
Accountants (CICA), to communicate about our respective
projects and priorities, and to identify ways to coordinate our
efforts. The CICA's Auditing Standards Board (AuSB) recently
concluded that it needed to reconsider its standard on fraud.
Instead of initiating the project on its own, the AuSB
recommended that the International Auditing Practices
Committee (IAPC) undertake a fraud project with CICA's staff
and technical support assistance. At its March 1997 meeting,
the IAPC accepted the AuSB's recommendation.
C. March 1997 International Auditing Practice Committee
(IAPC) Meeting
In March 1997, the IAPC met in Malta. Progress on some of the
issues considered at the meeting is summarized below:
z

The IAPC voted to expose for comment a proposed
International Auditing Practices Statement (IAPS) on the
consideration of environmental matters in an audit of
financial statements. An IAPS document does not have
the authority of an International Standard on Auditing
(ISA).
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z

z

An exposure draft of the ISA on going concern is likely by
the end of this year.
The IAPC made significant progress on its draft
framework and guidelines on professional services. These
documents, which will be somewhat similar in scope to
Statement on Standards for Attestation Engagements No.
1, and the CICA's new assurance services standards, will
encompass the international auditing standards and
provide a means to develop new services.

D. Technical Audit Advisors Task Force
The task force met twice since the last ASB meeting. Its
members contributed to the Restricted Use Task Force's agenda
materials for this meeting, and also addressed a number of
issues in the attestation standards. The task force will meet on
May 13 to consider other attestation standard issues that will
be the basis for the work of the Attestation Recodification Task
Force at its June 3 meeting.

Washington Update
Ian MacKay, Director--Regulated Services, and Mary Foelster,
Technical Manager, presented an update on the activities of the
AICPA Professional Standards and Services team in the AICPA's
Washington, D.C. office. The teams's responsibility includes
monitoring the output of and liaising with legislative and
regulatory bodies on a wide variety of audit and accounting
matters. The following were among the issues covered in the
presentation:
z

z

GAAP forbearance issues relating to the NCUA and the
DOL
Revision of SEC Rule 1-02(d) regarding authority to set
auditing standards
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z

z

z

z

z

Observations on auditing issues made by the GAO in its
September 1996 report, The Accounting Profession Major Issues: Progress and Concerns
Anticipated revisions to the Yellow Book and the AICPA
role in that process
Federal program audit guides and policy
Forthcoming issuance of the revised OMB Circular A-133
and Compliance Supplement
The Federal Accounting Standards Advisory Board
(FASAB) and the federal government audit

Assurance Services Update
Alan Anderson, Senior Vice President, Technical Standards,
gave an update on the new Assurance Services Committee (the
Committee) chaired by Ron Cohen. The successor to the
Special Committee on Assurance Services (SCAS), the
Committee will carry out SCAS's recommendation to identify
and develop new assurance services. The Committee will
operate as a "Board of Directors" responsible to identify the
most promising potential services. The Committee then will
delegate the development of new engagement opportunities to
service-specific task forces. Six task forces currently are
planned. One of them, the Electronic Commerce Task Force
(task force), is now in the process of developing a service
where practitioners provide assurance to consumers that
certain transactions conducted via electronic commerce meet
specified criteria for integrity and security. The task force is a
joint effort by the AICPA and the Canadian Institute of
Chartered Accountants (CICA). The task force will make a
presentation to the Audit Issues Task Force at its May meeting.
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ASB Horizons Update
James S. Gerson, Chair of the ASB Horizons Task Force (task
force), presented a progress report on the task force's activity.
The task force is charged to identify ASB objectives, strategic
initiatives, and implementation plans for the next several years,
and to summarize its conclusions in writing. Task force
members have taken responsibility for specific topics, including
new assurance services; improvement of audit and attest
standards; concerns of small firm practitioners; the ASB role in
international standard-setting; the impact of technology on
auditing; the expectations of others; and improving the way
the ASB operates. Contacts have been made with key AICPA
committees for input to the planning process. The task force
will present an initial draft of a plan to the Audit Issues Task
Force in July and an updated draft to the ASB in September.
The target date for ASB approval of a final product is December
1997.

Attestation Recodification (File Ref. No. 2155)
Ronald Walton, Chair of the Attestation Recodification Task
Force (task force) led the Board in a discussion of proposed
revisions to the attestation standards that would broaden the
definition of a written assertion and change the reporting
elements for such engagements. R. Walton noted that the
Technical Audit Advisors Task Force continues to analyze the
inconsistencies in the attestation standards and is expected to
present proposed revisions to the task force in June. Those
proposed revisions will be presented to the Board for separate
consideration at its July meeting.
The proposed definition of the attest engagement, as drafted, is
"one in which a practitioner is engaged to evaluate a written
assertion that is the responsibility of another party and to issue
or does issue a written communication that expresses a
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conclusion about the subject matter of the assertion". Certain
Board members believe that a written assertion should be
required in the attestation standards and that the definition of a
written assertion should not be changed but the paragraphs
that follow the definition should be expanded to allow for the
assertion to be presented in a variety of forms. In addition,
some Board members believed that evaluating an assertion but
concluding on the subject matter could lead to confusion
among practitioners. Several Board members believe that the
definition of an assertion should be expanded to allow the
practitioner to evaluate and conclude on the assertion or the
subject matter of the assertion. (See Summary of Board
Preference Vote.)
The Board continued its discussion by reviewing illustrative
reports included in the proposed revision to the attestation
standards regarding reporting on an entity's internal control
over financial reporting. The Board agreed that the reports
should be revised to eliminate the proposed addition regarding
management's knowledge and belief of it's responsibilities.
(See Summary of Board Preference Vote.)
The task force will revise the proposed changes to the
attestation standards and present new drafts to the Board at a
future meeting.
Summary of Board Preference Vote
Attestation Recodification For Against Abstain Absent
(File Ref. No. 2155)
Should the attestation
standards require the
practitioner to obtain a
written assertion from a
responsible party?

11 3

0

1

Should the definition of an

14 0

0

1
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attest engagement enable
the practitioner to report on
the subject matter of a
written assertion (as
opposed to reporting on the
written assertion)?
Should the definition of an
14 0
attest engagement enable
the practitioner to report on
the written assertion or on
the subject matter of an
assertion?

0

1

Should the phrase referring 8
to management's
responsibility "to the best of
its knowledge and belief", be
deleted from the proposed
illustrative reports of the
attestation standards?

1

1

5

Ownership, Existence, and Valuation (File Ref. No. 2405)
The Ownership, Existence, and Valuation Task Force (task
force) is considering the auditor's responsibility for auditing
financial-statement assertions about the ownership, existence,
and valuation of financial instruments, commodity contracts,
and similar instruments.
Tom Birdzell, Chair of the task force, led the ASB in a
discussion of a revised draft of a proposed Statement on
Auditing Standards (SAS) titled Auditing Procedures to be
Considered When Evaluating Assertions as to the Fair Value of
Financial Instruments. The ASB reviewed the proposed SAS and
recommended that the task force -
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z

z

Consider adding a matrix to the document that would
direct auditors to the applicable auditing guidance for fair
value assertions based on varying accounting principles
and conditions.
Delete the accounting standards citations from the SAS
and place them in an appendix, audit guide, or other
nonauthoritative publication.

After discussing the document, the ASB recommended that the
task force expand SAS No. 81, Auditing Investments, to include
guidance on auditing fair-value assertions about financial
instruments in addition to those covered by FASB Statement
No. 115 and APB Opinion No. 18, rather than developing a new
SAS.
Tom Birdzell also led the ASB in a discussion of a draft of a
proposed SAS titled Existence and Ownership that provides
guidance on auditing financial-statement assertions about the
existence and ownership of financial instruments when an
entity uses a third party such as a broker/dealer to maintain
custody of its financial instruments. The ASB reviewed that
guidance and recommended that z

z

z

Paragraph 2 of the proposed SAS be revised to indicate
that the services listed in that paragraph ordinarily are
performed pursuant to a custody agreement.
The section of the proposed SAS titled "Audit Risk"
indicate that the primary audit risk with respect to
financial-statement assertions about the existence of
financial instruments is that the custodian will be unable
to deliver the financial instrument to the user
organization.
The guidance direct the auditor to ask the custodian
whether the financial instruments held in custody are
encumbered, for example by a margin loan or as
collateral for a loan, because it is unlikely that the
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custodian will disclose that information unless it is
requested.
z

z

z

z

Paragraph 7 of the proposed SAS be revised to indicate
that the preparer (and not the auditor) is responsible for
insuring that the financial statements properly reflect the
entity's rights and obligations with respect to the financial
instruments held by the custodian.
Paragraph 10 of the proposed SAS indicate that the
determination as to whether an auditor needs to obtain
an understanding of the custodian's controls over the
custodianship function should be based on the auditor's
consideration of the factors listed in paragraph 14 of the
proposed SAS. Those factors include the nature and
extent of the services provided by the custodian, the
provisions of the custody agreement, the internal control
and recordkeeping performed by the entity, regulatory
requirements to which the custodian is subject, and the
custodian's record of service.
Paragraph 14 of the proposed SAS be clarified to indicate
that the understanding of the custodian's controls that
the auditor may need to obtain only relates to controls
that affect the services provided to user organizations
and not to the custodian's entire internal control.
Paragraph 14 of the proposed SAS, which describes
internal control considerations, be moved to follow
paragraph 10 which also addresses internal control.

After reviewing the proposed SAS, the ASB made the following
recommendations as to how the task force should proceed.
z

Add language to SAS No. 55, Consideration of Internal
Control in a Financial Statement Audit, that refers the
auditor to SAS No. 70, Reports on the Processing of
Transactions by Service Organizations, if an entity's
financial instruments are held by a custodian. Also add
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interpretive guidance to SAS No. 70, or perhaps another
SAS, that would help the auditor determine if he or she
needs to obtain information about a custodian's controls.
That interpretation would present a spectrum of
custodians that reflects varying degrees of audit risk. For
example, a non U. S. custodian that the auditor is
unfamiliar with might increase audit risk and require that
the auditor perform procedures to obtain information
about the custodian. Whereas, a well-known U. S.
custodian that operates in a highly regulated environment
might decrease audit risk and obviate the need for the
auditor to perform procedures to obtain information
about the custodian.
The ASB also discussed whether an auditor needs to obtain an
understanding of a custodian's controls if the custodian
performs functions for an entity in addition to maintaining
custody of the entity's financial instruments, such as
purchasing and selling financial instruments for the entity. The
ASB members expressed varying views on this issue. Some
members believe that there is a greater need for an auditor to
obtain an understanding of a custodian's controls if the entity
does not maintain independent records of the transactions
executed by the custodian. The members also had varying
views on what it means to maintain independent records of the
transactions. For example, in a directed account the entity
directs the custodian to purchase and sell securities on its
behalf and is therefore able to maintain its own (independent)
records of what it has directed the custodian to do. However, in
a discretionary account, the entity gives the custodian broad
authority to execute transactions for the entity and the entity's
records are based on advices received from the custodian. The
ASB members disagreed as to whether maintaining records
based on advices received from the custodian constitutes
independent recordkeeping. Some members of the ASB believe
that an entity's ability to maintain independent records is not
an important consideration and that the auditor should consider
the factors in paragraph 14 of the proposed SAS in evaluating
the custodian and determining whether the auditor needs to
obtain an understanding of the custodian's controls.
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It was observed that much of the guidance being drafted is
interpretive in nature, suggesting that the guidance might be
provided in the form of interpretations, rather than a SAS.
AICPA staff agreed to review the draft guidance from this
perspective and to attempt to restructure the guidance in the
form of interpretations of SAS Nos. 55, 70, and 81.

SAS No. 19 Task Force (File Ref. No. 4308)
James Gerson, Chair of the SAS No. 19 Task Force (task force),
led the Board in a disussion of the proposed Statement on
Auditing Standards (SAS) Management Representations. The
Board discussed the draft and agreed to make some wording
changes to the document.
Richard Miller, AICPA General Counsel, attended the meeting to
discuss with the Board his comments on the proposed SAS,
specifically the removal of the phrase "to the best of our
knowledge and belief". R Miller argued that the phrase can be
used by management to weaken its responsibility regarding the
validity of the representations made to the auditor. After
discussion, the Board voted to retain the phrase, "to the best of
our knowledge and belief" as presented in appendix A,
"Illustrative Management Representation Letter". Also, the
Board voted not to include the phrase "after reasonable
inquiry" to follow the wording "to the best of our knowledge
and belief" in appendix A, "Illustrative Management
Representation Letter". (See Summary of Board Preference
Vote).
In addition, the Board discussed and agreed not to include
guidance regarding updated representation letters in situations
where there is a delay between the end of field work and the
issuance of the financial statements in the proposed SAS.
After reviewing the document in its entirety, the Board voted to
issue the proposed SAS for exposure. (See Summary of Board

http://www.aicpa.org/Professional+Resources/Accounting+and+Auditing/Audit+and+Attest+Standards/Auditing+Standards+B...

3/10/2009

ASB Meeting Minutes, April 22-24, 1997

Page 26 of 29

Preference Vote).
Summary of ASB Preference Vote
SAS No. 19 Task Force
(File Ref. No. 4308)

For Against Abstain Absent

Should the proposed SAS,
Management
Representations, retain the
phrase, "to the best of our
knowledge and belief" as
presented in appendix A,
"Illustrative Management
Representation Letter"?

12 1

Should the proposed SAS,
3
Management
Representations, include the
phrase, "after reasonable
inquiry" following the
phrase, "to the best of our
knowledge and belief" in
appendix A, "Illustrative
Management Representation
Letter"?

10

13 2
Should the proposed SAS,
Management
Representations, be issued
for exposure? (One of the 13
members for exposure
indicated that he would
qualify his assent if the
phrase, "to the best of our
knowledge and belief"
remained in the final SAS.)

2

0

2

0

0

0
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Restricted-Use Task Force (File Ref. No. 4275)
The Restricted-Use Task Force (task force) is considering areas
of the auditing and attestation standards that prescribe
restrictions on the use or distribution of accountants' reports to
determine whether standards should be developed that
describe the characteristics of subject matter, nature of the
engagement, or other factors that would necessitate a
restriction on the use of an accountant's report.
John Kilkeary, Chair of the task force, led the ASB in a
discussion of (1) threshold issues related to restricted-use
reports and (2) proposed guidance titled Restricted-Use
Reports. The ASB recommended that —
z

z

z

z

The proposed guidance should use the term "restricteduse" rather than "restricted-distribution" because auditors
do not have the ability to control the distribution of
reports.
The proposed guidance should explicitly state that an
auditor may restrict the use of a report that is ordinarily a
"general-use" report.
The proposed guidance should be issued in the form of a
Statement on Auditing Standards (SAS) with reference in
Statements on Standards for Attestation Engagements to
that SAS.
The task force consider including guidance in the
document on adding specified users, for example,
guidance on the procedures that would have to be
performed before an auditor could add a specified user.

The ASB voted —
z

In favor of deleting the words "or other specified third
party" from the last sentence of the illustrative report in
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paragraph 12 of SAS No. 60, Communication of Internal
Control Matters Noted in an Audit, because the illustrative
report is inconsistent with the guidance in paragraph 10
which does not provide for the addition of other specified
third parties as users.
z

In favor of revising paragraph 12 of the document, on
limiting the distribution of reports, as follows:
Because of the reasons presented in
paragraph 3 of this Statement, the auditor
ordinarily should advise the client that
restricted-use reports are not intended for
distribution by the client to non-specified
users. However, an auditor is not responsible
for controlling the distribution of such reports.
Accordingly, a restricted-use report should
warn unintended users by stating that its use
is restricted to the specified users and that
reliance on it by others is neither anticipated
nor intended.

z

Against softening the first sentence of paragraph 12 to
state that the auditor "may consider advising the client"
rather than "ordinarily should advise the client" that
restricted-use reports are not intended for distribution by
the client to non-specified users.

(See Summary of Board Preference Vote).
Summary of Board Preference Votes
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